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1

Introduction

This paper seeks to explore our understanding of owner-managers in innovative firms
and their acquisition of accounting knowledge through direct contact with external
auditors. The focus is particularly on owner-managers’ competence acquisition and the
value added by external auditors in guiding strategic actions in innovative high-growth
firms. Innovation and growth are important both to firms and society; firms need them to
survive, renew their businesses and become profitable, and society needs them to create
job opportunities and achieve economic development (Acs et al., 2004; Birch, 1979;
Henrekson and Johansson, 2010). In this paper, innovative firms are defined as firms that
are generating and/or adopting (or using) new ideas or behaviours (Gopalakrishnan and
Damanpour, 1997) that lead to significant growth in terms of sales or assets. Prior
research indicates that high-growth firms tend to be more innovative compared to nongrowing firms (Del Monte and Papagni, 2003; Hölzl, 2009). It is widely recognised that
innovative high-growth firms need competent and informed management in order to
manage the high level of uncertainty they face and to succeed. We also know that
external auditors play a central role in firms’ management of information, particularly in
disclosing and legitimising firm information to stakeholders (Clarkson and Simunic,
1994). In spite of this, the understanding of external auditors’ contribution to accounting
knowledge in managerial work in the context of entrepreneurship and innovation is
limited (Davila, Foster and Oyon, 2009; Hall, 2010).
Accounting information has often been criticised in the entrepreneurship literature as
not useful for decision-making, since innovation is about the future, while accounting
information primarily looks at the past (Collier, 2005; Davila, 2000; Gibson, 1992;
Young, 1987). However, recent entrepreneurship studies in the innovation context reveal
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that accounting information is central for managers in innovative firms (Davila, 2005;
Davila, Foster and Oyon, 2009). Managers in these firms belong to the core group of
users of accounting information, drawing on financial reports and regulated audits as they
carry out their work in uncertain environments. This information helps them make
informed decisions, develop strategies and convince stakeholders (Healy and Palepu,
2001; Power, 2003). They use and assess a broad variety of accounting and nonaccounting information. For instance, they may use historically oriented accounting
information complemented by non-accounting future-oriented information and measures
when assessing the potential of a proposed future initiative (Cooper and Morgan, 2008).
Accounting information is also important for owner-managers when they are mitigating
problems with asymmetric information between the firm and the external stakeholders to
support statements about finances and investments (Rossi, 2014). For internal purposes,
accounting information helps managers identify good projects and increase investment
efficiency (Chen et al., 2011; McNichols and Stubben, 2008). Prior research shows that a
wide range of accounting information is important for managers’ internal decisionmaking, for instance, for evaluating innovative projects and for stating criteria for go/no
go decisions throughout development processes. Further, accounting information tends to
be of particular importance in early phases of development processes for anticipating
information on the environment (Bennett and Robson, 1999; Collis and Jarvis, 2002; Hart
and Hultink, 2003; Kirby and King, 1997). Accounting information is thus a central part
of internal decision-making and strategic actions for innovative firms’ management, as
part of the management control. Strategic actions may involve, for example, venture’s
investments, entry into new markets and product development carried out in line with the
venture’s innovative strategy (Ozcan and Eisenhardt, 2009). Such management control
may be of a more or less formal or informal design (Davila, 2000). Nevertheless, the
literature on managers’ use of accounting information for strategic actions as part of
management control in the field of innovation is still sparse (Davila, Foster and Oyon,
2009; Hall, 2010; for a review of management control, see Maggina, 2009). Prior studies
show that managers use a large number of information sources to access accounting and
non-accounting information needed for strategic actions and for developing their own
knowledge about accounting information for use in specific situations. It is known that
innovative firms can benefit significantly from using both internal information sources
(Sanchez, Heene and Thomas, 1996; Sanchez and Heene, 1997a, 1997b; Souitaris, 2002)
and external information sources (Oviatt and McDougall, 1993; Tidd, Bessant and Pavitt,
2005; Love and Roper, 2002), and that competence acquisition is an important issue in
innovative firms (Camuffo and Comacchio, 2005; Lowe and Taylor, 1998; Tzokas,
Carter and Kyriazopoulos, 2001). Information is expressed in both written and verbal
forms, for example, through firm financial reporting and discussions with auditors or
external accountants. Studies show that managers’ interaction with information through
verbal conversations is a central part of how accounting information becomes implicated
in the managerial work (Hall, 2010; Jönsson, 1998). Managers’ direct contacts with
auditors are one such information source suggested to bring new knowledge to the
managers and their management control (Clarkson and Simunic, 1994; Johansson, 2007).
We consider direct contacts to include all contacts between the innovative firm and the
auditors; such contacts may include one-to-one meetings, group meetings, phone calls,
emails or other forms of communication. Nevertheless, understanding of external
auditors’ contribution to owner-managers’ accounting knowledge for strategic actions in
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the context of innovation and management control is limited (Davila, Foster and Oyon,
2009; Hall, 2010).
Prior research shows that managers use accounting information in different ways,
depending on both personal factors and firm circumstances. For instance, their use of
accounting information is determined by their education level and comfort in interpreting
such information (Shawn and Van Auken, 2013). In line with this, studies show that
accountants are rated as the most used external source of advice for small firms and that
they are important in situations where firm management lack finance and accounting
skills (Bennett and Robson, 1999; Berry, Sweeting and Goto, 2006; Blackburn and Jarvis,
2010; Halabi, Barrett and Dyt, 2010), and where, for instance, financiers need to be
convinced about a venture’s investment potential (Fellnhofer, 2015; Paananen, Renders
and Blomkvist, 2016). In such situations, an external auditor (Certified Public
Accountant, CPA) can translate and make the accounting information from financial
reporting understandable to the owner-manager (Marriott and Marriott, 2000; Perren and
Grant, 2000). Prior studies also show that managers’ use of financial statements in
decision-making is affected by whether firms have their financial statements prepared
internally or externally. Auditors play a central part in firms that rely on external
preparation of financial statements (Carraher and Van Auken, 2013). This may be
directly connected to accounting knowledge and the design of innovative firms’
management control. Accounting knowledge may thus be lower in firms that rely on
external preparation than in firms that prepare their own financial statements, and the
management control can thus also be expected to be less developed in firms that rely on
external preparation. We believe that some significant issues have been left unexplored.
For example, scholars have not identified what key accounting knowledge ownermanagers in innovative firms may gain access to from direct contacts with external
auditors to guide them in their strategic actions, nor have they focussed on potential
benefits external auditors may have for innovative firms’ competence acquisition.
This study is based on data collected from 21 interviews with external auditors and
owner-managers in six high-growth innovative firms and also on collected financial
documents. This exploratory case study contributes to knowledge about how ownermanagers in innovative firms acquire accounting information and knowledge that can be
used, for example, for strategic action and decision-making. Using an inductive
qualitative research design, we noticed the relevance of direct contacts between ownermanagers in innovative firms and external auditors, where management acquire
competence from direct contacts with external auditors, thereby developing competitive
advantages. We explore the context of direct contacts between innovative firms and
auditors as well as the content of information and knowledge acquired through such
contacts. Our research is also motivated by the need to understand external auditors’
contribution to owner-managers’ accounting knowledge for strategic actions in the
context of innovation and management control. Innovation and growth are important for
firms to survive, renew their businesses and become profitable and for society to create
job opportunities and achieve economic development (Acs et al., 2005; Birch, 1979;
Henrekson and Johansson, 2010). Given that the literature on managers’ use of
accounting information for strategic actions as a part of management control in the field
of innovation is still sparse (Davila, Foster and Oyon, 2009; Hall, 2010), the results also
contribute to further understanding of the role of accounting information in high-growth
innovative firms where opportunities are explored and exploited.
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The remainder of the paper is organised as follows: The next section provides the
theoretical background. Thereafter, a brief literature review is presented, followed by the
research methodology. The findings and interpretations are then presented. The final
section contains a discussion and conclusion.

2

Theoretical background

In terms of theory, we build on the competence-based view of the firm (Hamel and
Heene, 1994; Hamel and Prahalad, 1990; Sanchez, Heene and Thomas, 1996; Sanchez
and Heene, 1997a, 1997b), which emphasises the identification of ways in which firms
can obtain competitive advantage through a superior ability to coordinate flows of
intellectual assets and other resources. In this view, building competitive advantage is a
contest for the acquisition of competences (Malmström and Wincent 2012; Malmström,
Wincent and Johansson, 2013) This perspective acknowledges managers’ knowledge
about what kinds of assets and capabilities, business alternatives and existing
competences are important in order to consider what kinds of competences the firm
should start to acquire (Sanchez, Heene and Thomas, 1996). The stocks and flows of a
firm’s tangible and intangible assets are organised according to the firm’s strategy, which
is the organisation’s operative rationale to achieve its goals, coordinated by a firm’s
management processes to build and leverage competences. In the small firm, this means
that competence acquisition is motivated by managers’ perceptions of strategic gaps
between the firm’s current stocks and flows of assets and capabilities and the stocks and
flows they believe they need to achieve the firm’s goals in its competitive environment
(Malmström, 2014; Malmström, Johansson and Wincent, 2015). Managerial perceptions
of strategic gaps therefore lead to changes in each firm’s strategic actions (Sanchez,
Heene and Thomas, 1996; Sanchez and Heene, 1997a, 1997b). We argue that the auditor
is essential in shaping managers’ perceptions and strategic actions in the firm. We build
on the reasoning that although managers may need mentoring and support from sources
of external competence to orchestrate a rapidly growing firm, they may risk losing their
competitive edge if they involve the ‘wrong’ competence and risk leakage of competitive
secrets. While they need external competence support, trust in the auditor both as a
competent advisor and as a non-competitive institution becomes a key source of
competence for the manager to make the business thrive.
Although it is known that smaller firms can benefit significantly from using internal
sources (Sanchez, Heene and Thomas, 1996; Sanchez and Heene, 1997a; 1997b;
Souitaris, 2002) and external sources of expertise (Love and Roper, 2002; Oviatt and
McDougall, 1993; Tidd, Bessant and Pavitt, 2005), and that competence acquisition is an
important issue in firms (Camuffo and Comacchio, 2005; Lowe and Taylor, 1998;
Tzokas, Carter and Kyriazopoulos, 2001), we believe that some significant issues have
been left unexplored. For example, scholars have not listed what knowledge innovative
firms may gain access to from auditors to guide their strategic actions, nor have they
focussed on potential benefits auditors can offer in relation to innovative firms’
competence acquisition.
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Literature review

3.1 Strategic actions in innovation - management control and accounting
This paper focusses on strategic action where entrepreneurship includes a process, from
exploration to exploitation (March, 1991) of opportunities in resource, capital and
product markets. Information is highly important for such actions (Kirzner, 1997; Shane
and Venkataraman, 2000; Venkataraman, 1997). Information is needed for decisionmaking and strategic action, both internally and externally oriented. For example, firms
that are in the process of exploring and exploiting opportunities typically need to acquire
external resources; and for this, they need to convince the external providers of their
innovation potential, which they do by disclosing information on future potentials.
Innovative firms are dependent on gaining access to financing from external investors,
setting up an agency relationship (Rossi, 2015). These control problems relate to the
corporate governance of the firm, a core part of the firms’ strategic actions (Hakim and
Omri, 2009).
Information is also useful for internal purposes when entrepreneurs explore and
exploit their innovation opportunities. Davila, Foster and Oyon (2009) argue that
management control is a fundamental aspect of entrepreneurship and innovation. The
authors highlight the relevance of management control for actively managing different
phases of firms’ innovation processes. The nature of such control needs to be adjusted to
the specific context. For instance, more information control may be used in early
innovation phases, whereas more formalised management control may be developed
throughout the innovation processes to deal with different challenges as they come up
(Davila, Foster and Oyon, 2009). Ylinen and Gullkvist (2014) illustrate how organic
control in terms of informal control and open channels of communication is an important
form of control in exploratory innovations. They also show that organic control enhances
performance in exploitative innovations. Managers’ need for information and their need
to acquire accounting knowledge may hereby be expected to differ between firms and
between different phases in the innovation processes. We believe that the auditor can be a
main external actor who can discuss economic activities and provide important
knowledge to the manager in the innovative firm that can then be used guiding strategic
actions in the innovation process. For example, the manager can gain access to
knowledge from the auditor about accounting information that is important to
communicate to external stakeholders or information that is important for informal
management and control of innovations.

3.2 Managers’ use of accounting information
Owner-managers in innovative firms more or less explicitly work with strategic decisionmaking guiding future actions. In this work, they need a mix of accounting information,
such as ‘hard’ information, in the form of numbers, and ‘soft’ non-accounting
information that may be used for making sense of the business; once that occurs, that
information can then be transformed into accounting numbers (i.e. hard information). As
such, accounting and non-accounting information form the framework of accounting
knowledge. Previous studies, for instance, show that managers primarily use accounting
information to develop knowledge of their work environment rather than as an input into
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specific decision-making scenarios (Hall, 2010). A survey study by Laitinen (2009) on
Finnish CEOs in the manufacturing industry also shows that accounting information,
especially profitability information, is highly appreciated by the CEOs. Their study also
shows an information gap concerning new products related to non-accounting
information. Findings in the field of management control suggest that product innovation
enhances financial performance when accounting information is used in budget decisions
as a planning mechanism (Dunk, 2011). In contrast, Dunk also finds that when the
emphasis is on using budgets primarily as a control mechanism, innovation fails to
influence performance. Further, financial reports constitute just one source of information
managers can use to get things done. Also, as managers talk to others, accounting
information becomes implicated in managerial work. The use of such information may be
connected to informal, social forms of control rather than explicit and formal
management control (Collier, 2005).

4

Methodology

We conducted a multiple embedded case study of explorative character based on
interviews with external auditors and owner-managers in six innovative firms in Sweden1
and studied internal and external documents such as financial annual reports and audit
reports (Yin, 1994). We asked the managers of three audit firms to identify innovative
high-growth firms among their clients. Six high-growth innovative firms from both
manufacturing and service industries and with different owner structures were chosen for
an in-depth study. We sampled innovative firms in terms of both product and service
innovation and also firms with different owner profiles, owner-management experience
and owner-managers’ education levels so as to get extensive and diverse examples of
external auditor and owner-manager relationships and owner-managers’ uses of audit
information. Choosing extreme cases is appropriate in an open-ended exploratory study
(Seawright and Gerring, 2008). This methodological approach limits the extent to which
results can be generalised. However, it seeks to provide sufficient understanding of the
issue.
A qualitative approach is particularly suitable for theory development in situations
such as the present one, where key themes in managements’ competence acquisition
through direct contacts with external auditors have been poorly developed (Eisenhardt,
1989a, 1989b; Gibbert, Ruigrok and Wicki, 2008). We collected qualitative data by
interviewing the owner-manager and the external auditor for each innovative firm. The
interviews were held in connection to the time when the annual report and audit were
finished, and they were followed up with a second interview a year later. We chose semistructured interviews to capture in-depth, detailed information. To meet the aim of this
paper, the interviewees were allowed to speak rather freely. The first set of interviews
commenced initially with general questions about the external auditors’ and ownermanagers’ background and about the innovative firm. Thereafter, interviews were
focussed around a set of questions about the most recent annual financial report, the audit
report, discussions between the external auditor and the owner-manager, useful
information around decision-making and the innovation process itself. The second set of
interviews focussed on managerial actions and potential benefits of external auditors’
competence. All interviews were conducted face-to-face, documented in detail, recorded

216

Marita Blomkvist et al.

and transcribed. Data from financial reports and audit reports where used primarily for
understanding the context and for developing the interview instrument.
Our data analysis involved several steps with the purpose of identifying knowledge
acquired through managements’ direct contacts with external auditors and what potential
benefits such direct contacts may have for innovative firms’ competence acquisition.
Initially, in what could be considered the first step, we followed the microanalysis
recommendations outlined by Strauss and Corbin (1990) to engage in a ‘line-by-line’
examination of transcribed text. In doing so, we identified several concepts referring to
characteristics of the communication, which we divided into categories of
1

context for communication

2

content of information and knowledge acquired

3

benefits of acquired information.

To balance richness and direction in this first step, we guided our coding process with the
questions: How are the direct contacts carried out? How are direct contacts used by
owner-managers? What knowledge and what benefits do innovative firms acquire from
auditors through direct contacts? These questions allowed us to identify key
characteristics in context and content of information acquisition through external
auditors. This enabled us to focus on the benefits acquired through the direct contacts and
to elaborate upon such benefits, and on how acquisition of information and knowledge
are ultimately used for fostering competitiveness in innovative firms. In the second step,
we identified the relevance of using the competence-based perspective for analysing
findings and also carried out further analyses in line with this view.
Initial coding was carried out individually by the researchers involved, based on the
transcriptions, in order to identify themes and constructs. In this coding, we scanned the
data for material about information signal search, information signal adoption and
justifications/rationalisations for decisions. We continued by comparing and discussing
the coding in the research group. Involvement of all researchers in the coding and
analysis ensured that different perspectives would be captured in the interpretation of
data, making a more objective view possible (Eisenhardt, 1989a, 1989b; Eisenhardt and
Graebner, 2007; Miles and Huberman, 1994). We noticed high consistency, which we
believe strengthened the internal validity (Gibbert, Ruigrok and Wicki, 2008).
When coding, we counted the number of occasion concepts attached to the core
groups of context and content in the discourses were used (Denzin and Lincoln, 2000),
and we used tables to compare and categorise the identified concepts (Miles and
Huberman, 1994). Consistent with recommendations, identified patterns in empirical
findings were compared to predicted patterns found in the literature (Denzin and Lincoln,
2000; Eisenhardt, 1989a, 1989b).
We outlined analyses of owner-managers’ acquisition of accounting competence and
roles played by accounting information in innovative firms. We hereby identified and
labelled a set of knowledge acquired and benefits gained by innovative firms through
direct contacts with auditors. The types of knowledge acquired are ‘comprehensive
knowledge’, ‘diagnostic appraisal knowledge’, ‘contemporary business intelligence’ and
‘innovation investment impact knowledge’, and benefits gained are ‘accelerating
information processing’ and ‘facilitating external legitimacy’ of the firm’s stocks and
flows. The analyses are based upon analytical generalisations, which allowed us to
compare the identified groups of owner-managers in innovative firms with the literature
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on accounting and audits as well as the competence-based view. Development of the
analyses was carried out through iterations between inductive conceptualisation and the
literature, which allowed the researchers to sharpen construct definitions and patterns
between the categories identified (Eisenhardt and Graebner, 2007; Ozcan and Eisenhardt,
2009). This approach strengthened the internal validity of the findings and contributed to
the emergent theory (Yin, 1994). We therefore believe that the processes identified can
provide general insights, although we are aware of the limitations of our approach.
The empirical data are presented to provide the diversity of how financial reporting
and the audit are discussed between the auditor and manager of the innovative firm and
how this information is then used to make business decisions related to the innovation
process. The empirical findings are illustrated with quotations.

5

Findings on knowledge gain and potential benefits of auditors

5.1 Knowledge innovative firms may gain access to from auditors
Our qualitative data analysis reveals that the managers used direct contacts with external
auditors to gain access to information and knowledge. We identified characteristics of
these direct contacts in terms of
1

type of direct contacts, that is, ‘context for communication’

2

content of information and knowledge acquired.

Direct contacts usually took place in contexts such as board meetings, different types of
annual meetings, such as with employees, and lunches where management had the
opportunity to pose questions and discuss the accounting information with the auditors.
Information and knowledge were acquired through external auditors’ pedagogical
presentations and their translations of the annual report information as well as additional
detailed financial reports prepared by the auditors. External auditors were also used for
internal legitimising of accounting information, for example, for the purpose of
management control. The following quotations illustrate the context of direct contacts in
board meetings and content of information and knowledge acquired through such
meetings:
“The auditor explains the financial outcome and provides detailed information
that captures financial data for several firm years.”
“We go through all the records and compare with previous years, [to see] what
has changed.”
“We ask about what underlying items are included in a separate accounting
record … what is behind …”

Yet another owner-manager said that the external auditor was invited to give a
pedagogical explanation of the interim reports and discuss the profit outcome compared
to both the budget and the previous year’s outcome. Direct contacts with external auditors
were also made for purposes other than to acquire pedagogical translations or additional
report information. This was the case, for instance, when the company had internal
accounting competence and where the owner-manager had academic competence and
long-term owner-management experience. In such cases, managers invited the auditors to
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lunch when the audit was finished to finalise the audit process. This was more or less for
final legitimisation of the firm’s own work. One owner-manager said:
“We have very good internal accountants so there were not many questions
from the auditor.”

Another context of direct contacts identified was annual staff meetings. External auditors
were used by owner-managers at such occasions to educate employees and increase the
competence base of the staff for the innovative firm to become more competitive. One
owner-manager said that every year he invites the external auditor to give a pedagogical
presentation since it is important for the employees to understand how to reach the firm’s
goals, for example. In this firm, all employees had a bonus program related to the annual
result. The owner-manager expressed his own and the internal accounting department’s
lack of needed competence in accounting and also how the external auditor helped him
communicate with the staff, for instance, in legitimating information:
“He explains exactly where the money goes; I would have said the same, but I
learn. I’m no accountant but I learn.”

These instances of empirical evidence illustrate how the auditor can be an important
source of knowledge, breaking down complex accounting information into accessible and
assessable pieces of information for management about the firm’s stocks and flows. Such
knowledge which innovative firms may gain through the auditor thus supports innovative
firms in identifying strategic gaps in their business ventures, leading to important changes
in strategic actions. We label this access ‘comprehensive knowledge’.
Owner-managers also used external auditors for quality assurance purposes and to
improve the management control system. The owner-managers acquired knowledge on
how to make improvements. Most of firms had limited or almost non-existent formal
management control systems, and the owner-managers had no academic education. The
external auditors in these firms provide additional specified financial information about
the firm, including comparisons in the form of ratios, graphical and figures, and they
discuss this management accounting information with the owner-managers. The ownermanagers, for instance, highlighted external auditors’ comments on strengths and
weaknesses in the firm management control system and on the quality of the annual
report.
Some examples of weaknesses in management control systems described by
interviewed auditors include the following:
“… need to follow-up revenues at customer level”
“… expense categories “other costs” need to be checked”
“… assets classified as inventories require better control.”
“… expenses related to R&D require better control.”
“… there is a need for better internal reports.”

As the above quotations show, the auditors argued that there was a lack of formal
management control system in the audited firms. The auditor explained the audit
purposes and the auditor shouldered the responsibility for the manager and the board
members. Next, the auditor provided a summary of the audit. This summary focussed on
the valuation of R&D and accounts receivable at the year end. The auditor emphasised
the uncertainty about the firm’s continued operations and the need for new funding.
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Further, the auditor informed the manager and the board members about weaknesses in
the firm’s information system. For example, he commented on the quality of operating
accounting and highlighted the need for improvements. The auditor issued a qualified
audit report in this innovative firm. These examples illuminate how an auditor may
contribute important knowledge to an innovative firm about its stocks and flows and thus
help the firm identify strategic gaps in its business ventures that lead to important
changes in strategic actions. We categorise this as access to ‘diagnostic appraisal
knowledge’.
Some comments captured at the interview with one auditor were as follows:
“The company must establish and ensure a detailed project accounting that
enables development cost to be allocated to the product or to a product group.”
“It is important to ensure that the company does not activate the market costs,
supply costs or other type of costs that are related to products for production.”
“Quality of accounting needs to be improved and be based on business events
and not be swayed by a cash basis.”
“The annual report must include significant events that have occurred after the
year-end.”

Generally, the interviewed managers found the audit meeting and information from the
auditor to be important. Owner-managers repeatedly emphasised how the auditor helped
management identify strategic gaps in the firm’s stocks and flows that helped them make
important changes in their strategic actions. The owner-managers’ discussions with the
auditors tended to be of particular importance in situations where the firm outsourced the
accounting function and the owner-manager had no academic education. In such
situations, they both needed knowledge of accounting and to assure for quality of the
annual report. Statements such as following illustrate owner-managers’ use of external
auditors for management control and internal quality control:
“You want it to be genuine and correct … and have someone who comes and
takes a look so that we have good procedures … so it’s worthwhile I think.”
“We found out that this was just a ‘trash account’ … we have restructured so
that expenses are matched on a project.”
“Our accounting function is outsourced, so it is important to me that I have an
auditor who writes an internal report … so that we know … he dares to be
critical … and suggests improvements.”

Owner-managers also used external auditors to acquire knowledge about forthcoming
changes in regulations and how to anticipate and deal with such changes. We label such
knowledge as access to ‘contemporary business intelligence’. The owner-managers, for
instance, highlighted discussions on new regulations, such as accounting and tax rules,
that may affect their businesses. Owner-managers also used discussions with external
auditors to increase their knowledge of potential effects on their own private economy.
Discussions also focussed on increasing knowledge about political factors that underpin
current regulations and political factors that may cause regulative changes, for instance,
due to new governmental regimes. The owner-managers acquired knowledge on
environmental factors through the external auditor. In this role, accounting information
was helpful for the owner-managers’ knowledge development to prepare for unknown
future decisions and activities (Hall, 2010). This was expressed as follows:
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“World coverage … he keeps track of new regulations … what has changed …
how the politicians act today and what we need to be aware of in the future.”
“I discuss with my auditor accounting rules related to R&D, my salary and
future dividends; how our firm is affected by the regulations today and in the
future.”

Direct contacts with external auditors were also used by owner-managers for acquiring
more detailed knowledge about specific situations and for developing scenarios on
consequences for their firms’ current and future status, for example, in terms of
accounting numbers. Resources are needed in all phases of firms’ innovation, from
exploration to exploitation, and managers experience that they need to keep track of the
situation throughout these phases. We refer to this as access to ‘innovation investment
impact knowledge’. Situations with strategic investment decisions are common and also
critical for firm innovation, and such situations require accounting knowledge in order to
assess investment potential and opportunities. In line with this, one owner-manager
expressed that:
“He [the auditor] explains how an investment will affect the financial report in
the future. We have a couple of projects that cost us money … we have
programme development that costs us money, and we follow up these expenses
very carefully; it feels like a black hole …”

One aspect of the direct contacts is the frequency of the contacts. The owner-managers
typically met the external auditors and had discussions with them a number of times per
year. It was common for them to meet the external auditor three or four times a year.
Such meetings helped the owner-managers and the external auditors get to know one
another. The meetings had various purposes. One typical meeting took place just before
the final audit meeting and was held before the board meeting where the external auditor
would present the audit report. The owner-manager and external auditor then focussed
the discussion on the written audit report that the auditor would be presenting to the
board. Issues such as doubtful debts, valuation of R&D, management development needs
and uncertainty of continuing operations were highlighted and further discussed between
the owner-manager and the external auditor. This helped the owner-manager acquire
knowledge about the situation before external disclosure.
An additional aspect of the context of meetings that influenced the owner-managers’
acquisition of knowledge through direct contacts with external auditors was the aspect of
trustworthiness. Where the owner-managers worked with specific auditors for a long
time, they got to know them and developed relationships with them. The owner-managers
in these firms trusted the external auditors’ competence and also relied on the advice and
information acquired through the direct contacts with these auditors. One example of this
is an owner-manager who expressed that:
“It was something that was made to our accounts that pulled down our profit …
I don’t know exactly, but it was something about work in progress … we rely
100% on our auditor, we never ask another advisor. It’s like going to the
doctor; I feel I rely equally on the auditor and the doctor, almost more on the
auditor, actually …”

To sum up, the statements above suggest that the acquisition of external auditors’
competence is essential for owner-managers’ strategic actions both internally and
externally. We refer to such auditor knowledge as owner-managers’ access to
‘comprehensive knowledge’, access to ‘diagnostic appraisal knowledge’, access to
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‘contemporary business intelligence’ and access to ‘innovation investment impact
knowledge’. Owner-managers highlight access to accounting knowledge from external
auditors through verbal forms of communication, typically in connection to written
accounting reports. This knowledge was characterised as, for instance, information for
certain decision-making purposes as well as knowledge of their work environment in
general, and knowledge and understanding related to unknown future actions (Hall, 2010;
March, 1991). The context of owner-managers’ direct contacts with auditors is
characterised by the aspects such as the purpose of the contacts, which may have both
external and internal orientations, the type of meeting; where, when and how the meeting
taking place; and who participates in them. Such aspects also illustrate the broad scope of
accounting competence acquired through external auditors.

5.2 Potential benefits of direct contacts with auditors for innovative firms’
competence acquisition
Potential benefits acquired through owner-managers’ direct contacts with auditors were
briefly identified below and will now be further elaborated on. The owner-managers’ use
of direct contacts with external auditors led to increased knowledge of firm information
and enabled the owner-managers to comprehend the financial reports, firm investment
and the effects of the investment (cf. Baum and Silverman, 2004; Bouwman,
Frishkoff and Frishkoff, 1987). Innovative firms’ use of auditors evidently facilitated
their own acquisition of competence, in the sense that direct contacts with auditors led to
owner-managers’ own competence development, which enabled them to make more
informed decisions for strategic actions and continue to build their competitive
advantages. We label such benefits as ‘accelerating information processing’ of the firm’s
stocks and flows. Statements such as the following illustrate how the owner-managers
continually increased their accounting knowledge and became able to interpret the
information content of the financial reports through the recurring direct contacts with
external auditors:
“My financial skills have improved over time.”
“Every year we have an annual meeting with our auditor and that is good …
It’s thanks to all the discussions with the auditor that I have learned … every
time we meet I learn something new … then everything changes … but that is
how you learn.”
“The auditor speaks their language [accounting language] but translates it so I
can understand.”
“The audit meeting helps me to understand the financial outcome.”

It was obvious that owner-managers had direct contacts and discussed with their external
auditors before planning and taking strategic actions in the firm. They perceived that they
acquired broader firm and accounting competence that help them make more informed
decisions. More specifically, owner-managers use accounting and audit information to
develop knowledge as an input into specific decision-making scenarios. The external
auditors also advise owner-managers based on the financial statement information. The
following statements illustrate owner-managers’ perceived benefits from acquiring such
accounting and audit information from the external auditors:
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“We are aware of the annual results three or four months before year-end;
however, we do not take investment decisions before the annual report is
discussed at the audit meeting, when we really know.”
“When I have an essential new investment to make, then I will wait and make
the final decision after the audit meeting.”
“After the discussion with my auditor I took the decision to liquidate one of the
firm’s subsidiaries and to sell another subsidiary.”

The benefit of increased legitimacy for management through the audit as such but also
through the direct contacts with external auditors is evident from the owner-managers’
perspective. Through the external auditors, management gains legitimacy - in the
boardroom and at the general meetings, and in the eyes of other owners and stakeholders
such as financiers, potential customers, media and employees. This acquired legitimacy
also enables management to respond to the expected code of conduct and to decrease
suspicions of moral hazard. The auditor can thus be important for acquisition of
intangible resources such as legitimacy and thus add to the firm’s stock of intangible
resources and facilitate relationship building with other crucial actors for maintaining
innovation and a high-growth strategy. We categorise such benefits stemming from
auditors as ‘facilitating external legitimacy’. The external auditors appear to be critically
important to the managers as trustworthy partners who can provide access to needed
resources. This is illustrated by statements such as the following:
“The annual report is very important … I feel that I have a huge responsibility
to the owners … those who own shares now and also for potential shareholders
… and shareholders who sold out … I want to be able to look them in the eye
and say that everything is correct in the company … the information is correct
… and also be sure that we have no unfair fees or any irregularities … the
auditor is very important for the company.”
“He was helpful when I was discussing the level of cost of debt with my new
bank contact.”
“It took me a couple of years until I realised how important the annual report
was for the stakeholders … media, competitors … to be invited to different
events …”
“One of our employees asked me where all the money goes … I said that he
was implying that I and the other owners were taking the money from this
company [and sending it] to another company … then I said that we would
never do that; this company is a subsidiary … I think many of our employees
have the same conception … therefore, it is so important to have an auditor.”

In sum, it is evident that owner-managers in innovative firms acquire benefits in terms of
accounting knowledge and legitimacy from their direct contacts with external auditors,
which we refer to as ‘accelerating information processing’ and ‘facilitating external
legitimacy’. Such direct contacts are perceived to improve owner-managers’ knowledge
of the situations, their ability to create scenarios and understand potential consequences
and, finally, to make and communicate strategic actions that will meet the approval of
vital stakeholders. Findings also show that knowledge acquired from external auditors
often compensated for firms’ limited or almost non-existent formal management control
systems. Owner-managers acquired specific accounting knowledge about the firm
through the external auditors’ pedagogical discussions and comparisons using, for
instance, ratios, graphics and figures to guide managers’ strategic actions. Our findings
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support the important role of the auditor for innovative high-growth firms’ access to vital
knowledge in identifying strategic gaps, leading to changes in strategic actions to secure a
thriving stock and flow of firm resources. Our findings additionally pinpoint potential
benefits of auditors for innovative firms’ competence acquisition. The innovative firms’
knowledge acquisition process through the direct contacts with auditors is outlined below
(see Figure 1). The conceptualisation captures the competence acquisition, competence
development and benefits for firms’ strategic actions. As such, it also captures the
process of internal and external preparation of financial statements, preparing the firm for
strategic action and for communication to external stakeholders.
Figure 1

6

Innovative firms’ value creation through knowledge acquisition from direct contacts
with auditors

Conclusion and discussion

The purpose of this study was to explore owner-managers’ acquisition of accounting
knowledge in innovative firms, and particularly knowledge acquisition through
managers’ direct contact with external auditors. As such, we contribute knowledge to the
neglected context of entrepreneurship and innovation, specifically accounting knowledge
in managerial work (cf. Davila, Foster and Oyon, 2009; Hall, 2010). Accounting
information was made specific and real for the owner-managers through discussions with
external auditors, and the owner-managers continuously learned how to manage the firm
by using accounting information.
The accounting knowledge guided the strategic actions in the innovative firms, and
the potential benefits of accounting knowledge acquisition through external auditors were
evident. First, results on the context for direct contacts provide a diverse set of
characteristics determining the owner-managers’ acquisition of accounting knowledge.
The context of owner-managers’ direct contacts with auditors is characterised by the
aspects such as the purpose of the contacts, which may have both external and internal
orientations; the type of meeting; where, when, and how often the meeting takes place;
and who participates in them. The benefits acquired through the owner-managers’ direct
contacts with external auditors are also evident in terms of knowledge and legitimacy.
Accounting knowledge acquired through auditors plays a critical role for owner-
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managers both for their external accounting and management control and for the external
communication of accounting information to stakeholders. Innovative firms are exposed
to an uncertain and unknown future where owner-managers make investments for
innovation to be realised. Accounting information in combination with non-accounting
information appears to be a key for prognosticating the future, while management often
lack accounting competence that is critical for developing competitive advantages.
Auditors play a critical role in guiding strategic actions in innovative firms in line with
the accounting logic. These findings align well with prior research showing that auditors
play an important role for firms (Keasy and Short, 1990; Marriott and Marriott, 2000).
Further, informal management control seems to be preferred by owner-managers in firms
that lack formal management accounting. The limited or almost non-existent formal
management control identified in this study also appears typical for early-phase
innovative firms in accordance with Davila, Foster and Oyon (2009). According to our
findings, the external auditors in these firms appear to provide accounting information
needed by owner-managers about the firm, including comparisons in the form of ratios,
graphs and figures. External auditors thereby appear to have a central role with respect to
the innovative firms’ management control. Further, our findings indicate that knowledge
acquisition through auditors appears to be a relatively minor investment in management
control for innovative firms.
Second, findings also show a wide range of ways in which owner-managers’ use
accounting and audit information in decision-making throughout the innovation process.
Owner-managers use such information when making decisions related to new
investments and decisions related to exploration of existing projects. Findings from this
study also show that innovative firms use accounting information from auditors both to
acquire knowledge about the environment and to motivate actions in specific decision
situations (cf. Hall, 2010). Further, owner-managers in the study found informal
management accounting useful in their communication with external financiers. These
findings may be interpreted in line with the innovative firms’ preference for the use of
informal, social forms of control over explicit and formal management control (Collier,
2005). Nevertheless, through their use of accounting knowledge from direct contacts with
external auditors, owner-managers tend to continuously and gradually learn how to
develop the internal management control. Owner-managers in the innovative firms tend
to apply organic control in the exploration phase by relying primarily on innovativeness
but with some support from external auditors. The management control is characterised
as flexible and based on the responses from knowledge acquisitions through verbal
communications with external auditors. External auditors may, however, be interpreted as
leading managers step by step towards the adoption of more and more formalised
management control as their accounting knowledge increases. This may cause
development of a more mechanistic form of management control implying a formalised
reliance on accounting information for standardisation of the exploitation of innovations
(cf. Davila, 2000; Ylinen and Gullkvist, 2014). The current design of reliance on informal
management control may be explained by the high degree of uncertainty where the
owner-managers as non-accounting experts have difficulty interpreting consequences in
terms of accounting information and thus choose a strategy of external accounting
knowledge acquisition. Accounting information that is externally acquired is here used to
legitimise the management control of the exploration and exploitation of innovation to
external stakeholders who are requesting accounting information (Davila, 2000).
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Our findings show knowledge acquired and benefits gained by innovative firms
through direct contacts with auditors. The types of knowledge acquired are labelled
‘comprehensive knowledge’, ‘diagnostic appraisal knowledge’, ‘contemporary business
intelligence’ and ‘innovation investment impact knowledge’ and benefits gained are
referred to as ‘accelerating information processing’ and ‘facilitating external legitimacy’
of the firm’s stocks and flows. These findings illuminate the nature of auditors’
contribution in supporting innovative firms’ value creation through the auditors’ vital role
in innovative firms’ competence acquisition and consequently for developing ownermanagers’ abilities to identify strategic gaps and thus make strategic actions that enable
their businesses to thrive. It also contributes knowledge on innovative firms’ internal and
external preparation of financial statements, preparing the firm for strategic action and for
communication to external stakeholders. Accordingly, our study adds to the competencebased theory. Although the competence-based theory proposes that a firm’s
competitiveness is driven by the acquisition of resources such as accounting competence,
it offers little guidance in understanding why some firms prosper in the marketplace
despite severe and persistent resource constraints in terms of their lack of accounting
knowledge. The findings of this study support the notion that acquisitions of knowledge
through external auditors enable them to overcome these constraints in management
control. In fact, this study shows that innovative firms can manage their resource need by
making use of resources that are not under their control. For firms in need of external
competence support, a trusted external auditor acting both as a competent advisor and as
a non-competitive institution becomes a key source of competence for the ownermanager in the innovative firm to make the business thrive.
All empirical studies have limitations, and our effort to understand owner-managers
in innovative firms and their acquisition of accounting knowledge through direct contact
with external auditors is no exception. We have identified some limitations that can serve
both as qualifiers for the emergent study and warrants for further research. First, we
realise that the focus on Swedish innovative firms and auditors might limit our ability to
generalise our findings. However, we believe that the specific findings acquired, and
especially the grounded theory, are applicable to innovative ventures in different
countries in need of competence acquisition to manage the high level of uncertainty they
face and to succeed, and also to auditors for providing vital accounting knowledge that
can foster innovative ventures. Second, we suggest that future research can enrich the
context of the present study through a broader design by including a larger number of
innovative firms. We think that an increased focus on these types of studies could lead to
an interesting theoretical conceptualisation about competence acquisition in innovative
ventures.
Third, the present study attempts to add knowledge to the conceptualisation of
auditors’ role in competence acquisition, and we suggest future research to enrich the
context of the present study through a broader design by including a larger number of
auditors to continue on this path of theory development. We recommend strengthening
the conceptual basis. The suggested approaches would enable further understanding of
specific contexts and thus contribute more knowledge on complexity and heterogeneity in
innovative ventures’ acquisition of accounting knowledge and auditors’ role in such
competence acquisition.
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Note
1

All limited companies domiciled in Sweden are regulated under the Companies Act
(Aktiebolagslagen (ABL) Svensk författningssamling, SFS 1975:1385). This act stipulates that
all firms except the very smallest must provide an audited annual report.

